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A’ LEAST six different ideas about the relation between 
taxation and inflation are to be found active today. 
These run all the way from the notion that high taxes 
are inflation, to the almost opposite notion that they are 
the cause of deflation. 


Possible attitudes toward taxation as related to 
inflation. 

Taxes may be considered as: 

(1) A form of inflation (‘‘price inflation’’). 

(2) A cause of inflation. 

(3) A preventer of deflation (thus maintaining the ex- 

isting inflation). 

(4) A preventer of inflation. 

(5) A remedy for inflation. 

(6) A cause of deflation. 

Clearly somebody is wrong! Not even such a many- 
sided phenomenon as taxation can be all these things at the 
same time. 

Although not fully developed, the explanation for these 
glaring differences will be somewhat illuminated by what 
follows. In a general way, I will merely outline the reasons 
for the differences as depending upon one’s concepts of 
“taxation” and of “inflation.” 


Reasons for the different attitudes. 


If, for example, one thinks of “/nflation” as being a mere 
rise in prices (whether associated with a deterioration in 
the ‘monetary demand” or not) one will tend to think of 
taxes as they affect the values of goods, regardless of 
money. One may then talk about “deflationary” effects, 
without considering at all the quantity or quality of the 
currency. 





As to “taxation’’, one’s attitude towards its effects on 
“inflation” will also be colored by what one accepts as to 
(a) the way the tax is levied, (b) the way the tax revenue 
is used; and, perhaps (c) by the assumption one makes as 
to the timing and matching of the collection and spending 
of the tax money. 

If, for example, taxes are levied in a discriminatory way, 
their effects on inflation or prices, or both, will depend 
upon what classes of society are favored or exempted. 
Much will depend upon whether the taxpayers would them- 
selves have spent, wasted, saved, or invested the tax 
money. 

Again, if the tax money, when collected, is assumed to 
be used either for reducing our excess currency or for only 
truly productive purposes, one person will have ideas about 
the bearing of taxation on inflation that are very different 
from those of another who thinks nothing about the exist- 
ing currency inflation and who accepts all government 
spending as “good.” 

Ideologically, what one means by ‘‘production’’ and 
“saving” are vital points of difference. What the “St. 
Lawrence Seaway” would mean to one, in terms of taxa- 
tion and inflation, depends on one’s concepts of these 
activities. 


Finally, as to timing and matching, much depends upon 
the assumptions one makes—upon one’s ideology. Is the 
tax money to be taken away from everybody equally? Is 
it to be spent by the government at once, and therefore 
without close regard to current needs? If so, is it to be 
spent in exactly the same way that the taxpayers would have 
spent it? Is it to be used to retire the public debt? If so, is 
the debt retirement matched by the taxes, in timing and 
class of person affected? All this is to say nothing of 
whether the debt is held by the banks or not. 
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Some practical effects on inflation. 

Clearly, if government taxes money away from all private 
spenders equally, and itself spends all the tax money, in- 
flation tends to increase. This is true because of both 
(1) the saving and investment element in private spending, 
and (2) the waste and non-economic element in govern- 
ment spending. New Deal pump-priming illustrates this. 
So did the waste of war. 

If, however, the tax system discriminates against savers 
and investors, the effect is even more inflationary. 

If the government spending anticipates tax collections, 
the inflationary effect is heightened. 

Similarly, if the government uses revenue to retire its 
debt and gives people, in exchange, its circulating credit 
(notes and deposits!) before taxes have actually been 
collected from them, at least temporary inflation results 
follow. And if government spending be stepped up as fast 
as the taxes are collected, inflation may be increased, 
despite taxes and debt retirement. 

In general, what has gone on of late has been as follows. 
Our radical “progressive’’ tax system takes money away 
from us in discriminating ways. It takes little or none from 
the bulk of the voters. It penalizes private saving and 
investment. Then the tax money is used in ways that 
heighten the inflationary effect of government spending. 
First, it is spent in non-productive ways and in ways de- 
signed to give those who bear little taxation more ‘‘pur- 
chasing power.” Second, it is used to retire debt, without 
any retirement of currency! 

The latter point is seen in the fact that, as the banks’ 
“investments” in the public debt are reduced, their loans 
to private business are increased. Along with this, has gone 
a gradual increase in demand deposits, and a considerable 
rise in the rate of turnover of these deposits! 

The plain fact is that if the inflation be thought of as 
existing in the currency—as a potential—which I think is 
the truth, what is done by way of taxation merely shifts 
the inflated currency around. This, by discrimination, in- 
timidates people so as to prevent them from using the 
inflated currency, as has been true of investors. But it does 
not, and can not, constitute a preventer of or remedy for 
inflation. 


High taxes may represent an inflated price of gov- 
ernment service. 


In an important sense, our present heavy taxation #s 
inflation—inflation in the price of government “‘services.” 
For example, just as laborers complain of the way that 
inflation affects their high ‘‘cost of living,” so they some- 
times complain of the high taxes which eat up their take- 
home pay. At different times, inflation of the currency 
finds expression in different prices: sometimes it is com- 
modities, sometimes real estate, sometimes securities, and 





1Deposits reduce the demand for circulating credit. 


sometimes the services of government, that rise in price as 
inflation grows. Today, with taxation taking as much as 
One-third of the “‘national income,’’ government ‘‘services,”’ 
along with government bonds, are among the things having 
the most highly inflated prices. 

Inflation proper is a potential which affects currency. It 
tends to reduce the demand for the monetary unit, say the 
dollar, and so to cause a depreciation in its value, thus 
putting prices up. 

This works through a rise in bids for goods, the inflated 
currency acting to increase the demand intensity. Those who 
first receive increased amounts of the inflated currency start 
the process by bidding up prices. Then others, who antici- 
pate further price advances, and who have surplus funds or 
credit, join the process. Thus the inflation potential (in 
the currency) becomes effective in rising prices, and like 
all speculative moves, this feeds upon itself. 


Among the “‘goods” which may be affected, is ‘‘govern- 
ment service.” Ordinary necessaries would include general 
government services required to protect the society and its 
members, and to maintain order. But there are many extra- 
ordinary and special government services, which are like 
“luxuries.’” These are particularly subject to price inflation, 
since they are not subject to the equilibrating forces of a 
competitive market. There is little test of cost, and none 
of profit-making. 

For example, today the politicians who run the govern- 
ment find (or are found by!) an inflated demand for 
economic advantage by organized labor and organized 
farmers. These seek discriminatory “‘services’’—subsidies, 
“social security,” etc. Such things require heavy expendi- 
tures that bring in no revenue. So they feed upon those 
Siamese twins of inflation—debt and taxes. 


Inflation leads to abuse of taxation. 


Both the ordinary general services of government, and 
the extraordinary special services, are at present grossly 
inflated. The high cost of government, as direct and in- 
direct taxes eat up individual incomes, is recognized by all. 
The high cost of government is a part of the high cost 
of living, and both reflect inflation. 

And inflation in other commodity and service markets 
leads to high taxes. First, the cost of operating the govern- 
ment is increased all along the line: materials, supplies, 
and personnel. Second, the non-productive services of gov- 
ernment are expanded. Third, the expansion of debt and 
currency (which constitute the primary element in the in- 
flation potential) lead to efforts to support the inflated 
structure by an underpinning of high taxes. In other 
words, as credit (bonds, notes, and deposits) expand, in- 
creased efforts to valorize debt occur, chiefly by maintain- 
ing taxes designed to “fight inflation,” and incidentally to 
keep bonds and notes from depreciating. 

This condition is made much worse by discrimination, 
or by the way the special gains of pressure groups operate. 
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They are the obverse side of special losses to the oppressed 
groups. To the extent that taxes are relied upon, the first 
attempt is always made to collect from the less-numerous 
higher-incomes—to ‘‘soak the rich.” The low income groups 
can't or won't take it, so higher and higher progressive 
taxes are laid on the higher incomes. 

Soon, this tax angle is increased to become a “fight on 
inflation,” taxes being justified as a means of “soaking up” 
or “syphoning off” individual incomes. But note well that 
the syphoning process (in a political ‘‘democracy’’) is al- 
ways politically controlled, so that it does not much or long 
apply to the inflating incomes of the pressure group. In 
practice, to “fight inflation” by taxation, is to fight saving 
and the higher incomes of minority groups. 

Thus inflation is always accompanied by deflation! As 
some money incomes go up, some real incomes go down. 

This prolongs—I won't say perpetuates—the government 
spending on behalf of special groups, and the inflation that 
goes with it. 


Inflation and discrimination in taxation. 


Perhaps the essence of inflation is, in the last analysis, 
discrimination. Certainly its connection with taxation inev- 
itably leads to tax discrimination. These points become 
clear, when one reflects that (1) inflation would do no 
harm if it could be applied equally so as to be uniformly 
effective in all prices and incomes; and that (2) such 
an equal application of effective inflation is politically 
impossible. 

To be concrete, the most obvious harm done by inflation 
is to fixed-income groups, bondholders, etc. Why, then, 
not take care of these by providing through government 
action for payment of principal and interest on a sliding 
scale according to some “tabular standard?” If all com- 
modities and services were equally inflated, all real in- 
comes would remain unchanged relatively, and no one 
could complain. But such a result could be attained only 
under complete and perfect control by the state, which 
would be an impossible assumption. Taxation requires po- 
litical action, politically motivated. Political equality is 
very different from economic equilibrium. Government 
services have no free economic market or market value. 
Therefore, inflation as an economic phenomenon, will never 
affect the prices of government services (taxes) equally. 


Taxation may be a cause of inflation. 


Taxes may be not only a form of inflation, but also a 
cause of inflation. They may be inflationary in the strict 
sense of that term. (Of course, high taxes mean high 
prices, which is “inflation” in the popular sense.) The 
causal, inflationary aspect of taxation lies in the nature 
of government spending. 

Much government spending, including the expenditure 
of tax receipts, is non-productive. The money goes for 
doing things which few if any individuals would volun- 
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tarily do for themselves. Moreover, such spending is 
largely without regard to costs. These are the very ear- 
marks of inflation. They are among the most facile ways 
to create currency inflation and make it effective. For 
example, ome argument made against tax reduction has 
been that high taxes are needed to provide for ERP and 
preparation for war. But these things are sheer inflation. 

Again, high taxes are a means of supporting a heavier 
public debt, and enabling the sale of more bonds. It is 
significant that the easy-money policy and heavy taxes go 
together, both being attempts to valorize uneconomic and 
excessive credit. 

Finally, high taxes are apt to encourage waste, not only 
by government, but by individuals and corporations. They 
reduce the motive to economy and to maximization of net 
income, At the same time that we begin to doubt whether 
it is worth while to earn larger incomes, we begin to pad 
our costs and charges in order to reduce our taxes, and 
businessmen carry on doubtful advertising campaigns, etc. 


Tax reduction is not inflationary. 


Nor is heavy taxation apt to be a remedy for inflation. 
In strict consistency with the inflationary aspect of taxes, 
I find that tax reduction is by no means inflationary, thus 
in a negative way confirming all the foregoing analysis. 

To begin with, to reduce taxes will tend to reduce gov- 
ernment spending and waste, which are the main factor 
through which inflation works toward higher prices. The 
bulk of government spending goes rather directly into the 
purchase of consumer goods, or is wasted in non-produc- 
tive activities. 

It may be admitted that, under some conditions, tax 
reduction might slow down debt retirement, and thus be 
anti-deflationary. But it is unlikely that the politicians will 
actually continue to use any surplus taxes for reducing 
debt. The nature of inflation is such that it generates specu- 
lative swings which cannot be stopped without generating 
deflation. Therefore, as inflation might be checked, defla- 
tion would appear, and that is something for which no 
politician would accept responsibility. Recently, we have 
seen the tendency to use surplus funds as they accumulate 
for ‘‘social security’ not only at home but also abroad! 


In the second place, reduced taxation encourages volun- 
tary saving by individuals. This, unlike the “forced saving” 
due to the coercion of individuals through taxes and bond- 
selling “drives,” leads to productive investment. Instead of 
putting money into the hands of spendthrift politicians, 
free private saving and investment put money into capital 
goods (plant and equipment), and thus builds a sort of 
reserve for the currency. Productively-used credit is never 
inflationary. 

In this connection, it cannot be too strongly emphasized 
that in practice tax reduction in democracies will tend to 
be applied chiefly to those who already pay little taxes. 
Therefore, it would have little direct effect. Those in low 
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income groups save little. They spend most of their in- 
comes, and spend for consumer goods. To cut taxes here, 
merely takes money away from the government which 
spends it largely on consumer goods, and gives the money 
to those citizens who spend it almost entirely that way. 
This may actually increase the effective inflation. 

Finally, tax reduction will have important anti-infla- 
tionary effects by stimulating production and reducing 
waste. These will tend to reduce the excess of the currency 
in relation to goods. 


Taxation and inflation are the two millstones for 


grinding the middle class. 


In conclusion, I would emphasize the fact that taxation 
and inflation are inter-related as complementary parts of a 
scheme to destroy saving, and to liquidate the great Ameri- 
can middle class. They are the two millstones between 
which we are being ground. Is it not all too clear that New 
Dealism here and Socialism abroad both bear those ill- 
favored twins, (1) near-zero interest rates, and (2) near 
100-per cent taxes on large incomes? The first, the easy- 
money policy, is calculated to prevent private saving. The 
second, the extreme ‘‘progressive” taxation, is designed to 
seize any private savings that may survive. 

There has been a tendency to exempt low incomes from 
any direct taxes, to provide increased ‘“‘social security’’ in 
various ways, and to allow wage advances. On the other 
hand, “the rich” (people in the middle and upper income 
brackets) are being ‘‘soaked.’”” We need not waste too much 
sympathy on the rich, in the usual sense of that term. But 
we do need to consider carefully that along with the rich 
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we are soaking all savings and savers. Interest rates are 
held so low that small savers are at their wits’ end to main- 
tain their savings. Taxation is so discriminatingly high on 
people of moderate income, who would ordinarily be able 
to save, that thrift is exhausted in merely maintaining a 
decent standard of living. The result is seen in the security 
markets. The springs of venture capital are being dried up 
at a time when worldwide shortages indicate the need of 
increased investment in order to get increased capacity for 
production. 


The most dramatic aspect of the way the soak-savings 
program has worked out in this country is the liquidation 
of the middle classes—the very classes to which the majority 
of those who read this article belong. One effect of infla- 
tion is gradually to increase the money incomes of the 
middle classes. Slowly, and in a backward way, such 
incomes are forced up by the general increase in cost of 
living. But then what? The recipients find themselves in a 
higher income tax bracket, and they meet a progressive 
increase in the tax rate which makes them wonder whether 
the advance in salary was worthwhile. Between the rise 
in the cost of living and the increase in the tax burden, the 
“typical American citizen” is being ground to death. 


America is not the first country to have seen its middle 
classes being thus squeezed out of existence. This is the 
usual end of collectivism. In Russia and in Germany, the 
totalitarian state was founded on the masses. Under dic- 
tators, however, these worked and fought for a new aris- 
tocracy such as the officials who surrounded Hitler and 
now surround Stalin. Such will be the outcome if we keep 
on as we have been going in this country. 
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